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APPENDIX B

CALCULATION OF THE
FLORIDA ICF/MR-DD COST INFLATION INDEX

L Weights.
Percentage weights for cost components shall be based on cost reports filed for fiscal years
ending in [983. These percentage weights are: -

Salaries and Benefits 65.66%

Diet 4.94%

All %%er 29.40%

100.00%

2. Inflation index for each component

An inflation index for each of these components is developed from the Data Resources, Inc.
ed Nursing Facility Market Basket of Routine Services Costs inflation indices as

Iolows:
COMPONENT DRI INDEX
S:laagelg ﬁ%%o?gg%ﬁet;eﬁts Wages and Salaries, combined
Dietary | Food
All Others Fuel and Utilities, combined
with other expenses —

The DRI indices that are combined are merged by summing the products of each index times the
ratio of the respective DRI budget share to the total share represented by the combined indices.

Example: Calculation of the Salaries and Benefits combined index for the third quarter of 1984
using Health Care Costs, Third Quarter 1983 Series, p. I3: - -

DRI Wages and Salaries index = 1.043; Budget Share =.602

DRI Employee Benefits index =1.073; Budget share = .084

Weighted Combination (Salaries and Benefits) =
043 x (.602/(.602 +. + (1.073'x (.084
602 +.084))) = [047
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3. Quarterly and monthly indices.

A weighted quarterly index is then constructed by summing the products of the weights and
quarterly component indices. This quarterly composite mffex_i—s used to obtain monthly indices
gﬂl&ﬁﬂv—e orida ICF/MR-DD Cost Inflation Index by averaging pairs of quarterly indices and
interpolating between these averages as follows:

uarter
1dpoint
Quarter Index Average Index Corresponding Month
1984:1 1.029
1.032 March 31
184:2 1.035
1.042 - June 30
1984:3 1.048
1.054 September 30
1984:4 1.059

April 30 Index = (June 30 Index/March 31 Index)!/3 x March 31

Tex%
= (1.042/1.032)1/3 x 1.032
=1.035
May 30 Index = (June 30 Index/March 31 Index)?/3 x (March 31
T Index
=(1.042/1.032)2/3 x 1.032
=1.039

All other monthly indices can be calculated in a similar fashion.

4. Inflation Factors

The inflation factors used to set both target rates of inflation and prospective payment rates
utilize I3 indices in order to recognize full inflation for a I2-month period. This is necessary
because each index represents the relative level of costs at the end of the month, so that a
complete 12-month inflation trend must start with the index as of the Tast day of the month prior
to the 12-month period. T

Example: Calculation of target rate of inflation factor for provider with a June 30 fiscal year end.
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